This Briefing Note provides an analysis of the characteristics of high-income individuals and how their incomes have evolved over time.
government's targets for child poverty. In the past, we have also used the HBAI data-set to measure trends in income inequality and average living standards. 1 The SPI is constructed from income tax records by HMRC and allows us to look in more detail at high-income individuals (see Box 1 for more detailed information).
In this note, we frequently use the terms 'high-income individuals', 'top incomes' and 'the rich'. We do not have a precise definition in mind when using these terms, but we have endeavoured to make clear in the text to whom we are referring.
Throughout these discussions of income inequality, we will be adopting a relative notion of inequality. This means that should all incomes increase or decrease by the same proportional amount, we would conclude that income inequality had remained unchanged.
Recent trends in income inequality
One way to summarise trends in overall income inequality is to look at the Gini coefficient. This measure of income inequality condenses the entire income distribution into a single number between zero and one: the higher the number, the greater the degree of income inequality. A value of zero corresponds to complete equality, so that having adjusted for household size and composition, all individuals have the same household income. In contrast, a value of one corresponds to an economy where a single individual has all the income and the rest have nothing. 2 Figure 1 shows the evolution of the Gini coefficient since 1979 in Great Britain. Inequality rose dramatically over the 1980s, with the Gini rising from a value of around 0.25 in 1979 and reaching a peak in the early 1990s of around 0.34. The scale of this rise in inequality has been shown elsewhere to be unparalleled both historically and compared with the changes taking place at the same time in most other developed countries. 3 4 1979 1981 1983 1985 1987 1989 1991 1993-94 1995-96 Since the early 1990s, the changes in income inequality have been less dramatic. After falling slightly over the early to mid-1990s, inequality rose again during Labour's first term, with the Gini coefficient reaching a new peak of 0.35 in 2000-01. After falling for three years, the Gini coefficient has been rising since 2003-04, and is now slightly higher (0.35 compared with 0.33) than when Labour came to power in 1996-97 -an increase that is statistically significant at the 5% level. Figure 2 presents a fuller way of showing recent trends in the income distribution. It divides the population into 100 equally sized groups, ranked from those with the lowest incomes on the left to those with the highest on the right. The black line shows the average annual real rate at which incomes grew in each of these 'percentiles ' between 1979 and 1996-97 . The line slopes up from left to right, showing that incomes grew more quickly for richer individuals. Given this pattern of income growth, it is hardly surprising that this was a period of rising income inequality, as shown in Figure 1 .
It is important to note here that we do not observe the same households' incomes each year. Instead, we observe the incomes of different households at Atkinson, 'The distribution of income in the UK and OECD countries in the twentieth century ', Oxford Review of Economic Policy, 1999, 15(4) , 56-75. Average annual income gain (%)
Percentile point
Income growth : 1979 to 1996-97 Notes: The change in income at the 1 st percentile is not shown on this graph. Incomes have been equivalised, are net of all direct taxes and have been measured before housing costs have been deducted. Percentile incomes are measured as the income of the person on the border of the two percentiles. Source: Authors' calculations using Family Resources Survey and Family Expenditure Survey, various years. different points in time, which allows us to calculate the implied growth in percentiles of the income distribution but not the income growth of individual households.
The pattern under the current government -shown by the bars in Figure 2 looks very different. Over most of the income distribution, from around the 15 th percentile to the 90 th percentile, we see the opposite pattern to that under the Conservatives when higher percentile points saw higher income growth. Again, it is important to note that we do not observe the same households over time.
If this were the whole story, inequality as well as poverty would have fallen since 1997. And indeed, on some measures -such as the ratio of incomes at the 90 th percentile to those at the 10 th percentile -inequality has fallen. But most measures, including the Gini coefficient, also take account of what has happened at the very top and very bottom of the income distribution, where this trend is reversed.
As Figure 2 shows, average annual income growth since 1996-97 accelerates significantly as one moves up through the richest 10% of the population. The incomes of the top percentile have grown at an average real rate of 3.1% a year under Labour to date, more quickly than those of any other percentile and significantly above the 2.3% growth in mean household incomes. Meanwhile, income growth is weaker and weaker as one moves down through the poorest 15% of the population.
Therefore the pattern of change in the income distribution since 1996-97 is rather more complex than that of the previous 17 years. If one looks at the main bulk of the income distribution, this seems to be a period of modest income equalisation. However, income growth at the extremes of the income distribution -the top 10% and bottom 15% -has essentially cancelled out this trend, to leave overall levels of inequality slightly higher (as measured by the Gini coefficient) than when Labour came to power.
Therefore it seems as though there are two interesting phenomena, at either end of the income distribution, that are driving trends in overall income inequality. In this Briefing Note, we choose to focus in more depth at the top of the income distribution. This is partly because we build on the groundbreaking work on top incomes in the UK over the entire twentieth century by Tony Atkinson 4 and make use of publicly-available micro-data on the rich based on income tax returns (the SPI). In addition, focusing on trends at the top of the income distribution will allow us to inform an increased level of public debate about subjects concerning 'high-income' individuals. 5
We do not discuss here potential distribution. However, in the future, we hope to investigate trends at the very bottom of the income distribution in more detail.
What characterises 'high-income' individuals?
So, who are 'high-income' individuals and how do they differ from the rest of the population?
These are questions for which it is difficult to get robust quantitative information. Such individuals are probably less likely than other people to participate in supposedly nationally-representative household surveys and, when they do, such surveys may not accurately record their incomes given that high-income individuals will tend to get income from a range of different sources. 7 The Family Resources Survey (FRS) -the survey that forms the basis of the official HBAI series -is likely to suffer from such a problem, and that is why the government statisticians make an adjustment to the incomes of the very rich who appear in the FRS when producing the HBAI series. 8
An alternative source of data is the information provided by individuals and employers to HMRC for income tax purposes. From these administrative data, HMRC takes a sample of individuals to produce the Survey of Personal Incomes. 'High-income' individuals are, by design, over-represented in the SPI. This means that the SPI gives us a much clearer picture of what is going on at the top of the income distribution than the FRS (see Box 1 for more details on the SPI). According to HMRC, 'Where income exceeds the threshold for the operation of PAYE (£4,745 in 2004-05), the SPI provides the most comprehensive and accurate official source of data on personal incomes'. 9
To be sure, this statement does require a few provisos. First, the tax authorities only know about information on income declared for the purpose of calculating UK income tax liabilities. The SPI thus misses any UK or foreign income not subject to UK income tax received by these individuals 10 and any income not declared by individuals in order to evade income tax (the importance of which is by definition difficult to ascertain). The tax authorities may also not know about the income earned by UK-resident non-taxpayers, such as those with a taxable income below the personal allowance; as the focus of this report is on high-income individuals, this is not a concern.
Box 1. The Survey of Personal Incomes
The Survey of Personal Incomes (SPI) is an annual survey conducted by HMRC based on data collected on individuals who could be liable for income tax. Stratified samples are drawn from three separate HMRC databases (those subject to PAYE, self-assessment and neither of these). Variables that were used to stratify the sample include sex, pay, tax liability, main source of income and occupational pensions in previous years. Individuals with high incomes or rare allowances tend to be over-sampled. In 2004-05, this procedure produced a valid sample of 523,621 cases. The SPI contains data pertaining to before-tax income, sources of before-tax income, tax reliefs and some data on individual characteristics, e.g. sex, age group, industry and their marginal rate of income tax. However, the measure of total before-tax income (and some of its components) is incomplete because income that is not subject to tax is not provided to HMRC (see footnote 10). Moreover, certain items have to be imputed by HMRC, e.g. investment income where tax has been deducted at source and personal pension contributions.
Certain steps also have to be conducted in order to ensure anonymity. All sources of income, deductions and reliefs are rounded to three significant figures, with tax amounts imputed based on these rounded figures. Unusual combinations of allowances must be examined to ensure no-one can be identified. Some variables are combined to further ensure anonymity. HMRC also ensures that no group has a sampling weight less than 1 in 60 or represents a population of less than 10,000. Finally, individuals with incomes greater than £600,000 are combined to create 'composite records' in order to ensure anonymity. This is done by combining cases with similar characteristics (e.g. same stratum and sex) and taking averages for each variable on the file.
In 2004-05, there were about 46.8 million adults in Great Britain, about 29.5 million of whom paid income tax. This means that about 63% of adults in Great Britain in 2004-05 paid income tax. This group will serve as our comparison or reference group when we look at what characterises highincome individuals compared with the rest of the population, i.e. we will compare the characteristics of high-income individuals with those of the average income tax payer (where the characteristics of the average income tax payer will always be defined in terms of the mean value for all taxpayers). Ideally, one would compare high-income individuals with all adults. However, the SPI is only a reliable source of information for income tax payers, not for all adults.
Given that one needs an income greater than the personal allowance in order to pay income tax, income tax payers are likely to have a higher average income than all adults. This means that comparing the incomes of high-income individuals with those of the average income tax payer is likely to understate the difference in the average incomes of high-income individuals and all adults. This will also be true for anything that is positively associated with income. For instance, if income is positively associated with height, high-income individuals will, on average, be taller than the average adult. Comparing the average height of high-income individuals and the average height of an income tax payer will give an underestimate of the true difference in the average height of high-income individuals and all adults. However, it will tell us that, on average, high-income individuals are taller than all adults. Table 1 looks at income before tax. This is a measure of income that includes private income from earnings, self-employment and investments before tax has been deducted. However, it also includes taxable social security benefits (e.g. jobseeker's allowance) before tax has been deducted. It does not include income that is not subject to UK income tax (e.g. income from non-taxable benefits such as child benefit).
The incomes and taxes of 'high-income' individuals
In 2004-05, the average income tax payer had an annual income before tax of £24,769 in 2007-08 prices and paid just over £4,400 in income tax. They paid 17.8% of their pre-tax income in income tax. 11 This is clearly a lot lower than the basic rate of income tax at the time of 22%, but one should remember that the UK income tax system is progressive, so that the marginal rate individuals face on an extra pound earned will always be greater than their average tax rate on all income earned (see also Figure 3 later). In 2004-05, all individuals were entitled to a basic allowance of £4,745 12 -some individuals, such as pensioners, received more -and there was also a 10% starting rate in operation.
The marginal rate for about 11% of income tax payers in Great Britain in 2004-05 was the higher income tax rate of 40%; for 12% of income tax payers, it was the starting rate of 10%; and for 77%, it was the basic rate of 22%. a This is measured as average tax paid for each group divided by average total income for each group. b This represents the average proportion of before-tax income that is deducted from before-tax income in order to arrive at taxable income (excluding personal allowances).
Notes: All data are presented at the adult level and for Great Britain only. There were 46.8 million adults in Great Britain in 2004-05, and the numbers of adults in the richest bands have been calculated assuming that adults not represented in the SPI have incomes below the income tax personal allowance. Source: Authors' calculations based on SPI 2004-05.
How do 'high-income' individuals compare with the average income tax payer? Before we can answer this, we must define what we mean by 'highincome' individuals. In this section, we have chosen to look at the richest 10% of all adults in Great Britain, or the richest 4.68 million adults (99.9% of the cases in the SPI that represent these adults are income tax payers 13 ). We assume that all of the richest 10% of adults in Great Britain are represented by cases in the SPI. One reason for choosing this group of individuals is that it is what others in this field have chosen to focus upon in the past. 14 Moreover, as we have seen in Figure 2 , it is the income growth amongst the top 10% that appears to be one of the major drivers behind recent trends in income inequality.
We have further broken the richest 10% of all adults into three separate subgroups:
• the richest 0.1% of all adults -about 47,000 adults in 2004-05 -who all had an annual income before tax of at least £351,137 (2007-08 prices);
• the richest 1% of all adults but excluding the top 0.1% ('the richest 1-0.1%') -the next richest 422,000 adults -who all had annual incomes before tax between £99,727 and £351,137 (2007-08 prices);
• the richest 10% excluding the top 1% ('the richest 10-1%') -the next richest 4.22 million adults -who had annual incomes before tax between £35,345 and £99,727. The lower band for this group is less than the effective threshold for the top marginal rate of income tax (£36,145 at the time, or about £39,201 expressed in 2007-08 prices). Consequently, about a third of this group did not have incomes high enough to pay the top rate of income tax. 15 The average (mean) incomes before tax of these three groups are shown in Table 1 . These average values imply that the richest 10-1% of adults received an average income about twice the value received by the average income tax payer in 2004-05. The richest 1-0.1% of adults received an average income over six times greater than that of the average income tax payer, whilst the richest 0.1% of adults received an average income over 31 times greater.
How much do these individuals pay in income tax? As one would expect, they pay a lot more than the average income tax payer. The average tax rate also increases as one moves up the income distribution, again as one would expect, increasing from 21.1% for the top 10-1% to 35.2% for the top 0.1%.
The average tax rate on the top 10-1% may seem quite low at 21.1%. In fact, the rate is not surprising, given the progressive nature of the UK income tax schedule. Figure 3 plots both the marginal and the average rates that individuals with various levels of taxable income (expressed in 2007-08 prices) would have faced in 2004-05. It can be seen that even though a large proportion of individuals with a taxable income between £35,000 and £100,000 (the approximate range of before-tax incomes for the top 10-1% of adults) would have faced a marginal rate of 40%, the average tax rate ranges from around 18% to about 32%. Therefore it is not surprising that, on average, such individuals had an average tax rate of 21.1% in 2004-05 (especially if some of them were also entitled to age-related personal allowances or other deductions).
It is important to note that Figure 3 shows how marginal and average tax rates evolve according to taxable income (before personal allowances have been deducted), rather than according to before-tax income. Individuals are able to deduct some items from their before-tax income in order to arrive at taxable income, e.g. contributions to personal pension schemes. The average values of these deductions as a proportion of before-tax income are also shown in Table  1 . We can see that for the average income tax payer, these deductions represent an average of about 2.3% of before-tax income. They represent more for the top 10-1% of adults, at 4.0%, and even more for the top 1-0.1% and top 0.1%, at 5.2% and 6.3% respectively. Source: Authors' calculations for an individual of working age, not entitled to tax credits or any special allowances.
In 2004-05, the sum of total income received by taxpayers and non-taxpayers as measured by the SPI was £826.6 billion, expressed in 2007-08 prices. 16 Figure 4 shows the shares of this total that were received by our three highincome groups in 2004-05. 17 As can be seen, the top 10-1% of adults received over a quarter of total personal income as measured in the SPI in 2004-05. 
Other characteristics of 'high-income' individuals
The SPI contains a limited amount of information on things other than income, including sex, age, region, industry and an indicator of whether individuals were company directors. Figure 5 compares high-income individuals with all taxpayers by sex and age range (the data behind this graph can be found in Appendix B). As one moves further up the income distribution, it becomes more likely that individuals are male: over 90% of the richest 0.1% (about 47,000 adults) are male, compared with 56.1% of all taxpayers.
In terms of age, it seems as though high-income individuals are less likely to be old (over 65) and less likely to be young (under 35). Instead, they are much more likely to be found in the 45-to 54-year-old age bracket. Whilst fewer than 20% of all income taxpayers can be found in this age band, more than 30% of the richest 1-0.1% can be found in this age band and over 50% of the richest 0.1%.
The picture is slightly more complicated for individuals aged 35-44 and those aged 55-64. Whilst a larger proportion of each of the three high-income groups are aged 35-44 compared with all taxpayers, a larger proportion of the top 1-0.1% of adults are aged 35-44 than of the top 0.1%. In terms of individuals aged 55-64, a lower proportion of the top 10-1% of adults and top 0.1% can be found in this age bracket compared with all taxpayers. However, a larger proportion can be found in the top 1-0.1% of adults compared with all taxpayers. Figure 6 shows the proportions of all taxpayers and of our three high-income groups that live in different regions of Great Britain (the data behind this graph can be found in Appendix B). It shows that high-income individuals are less likely -and increasingly less likely as income increases -to be found in the following regions: North East; North West; Yorkshire and Humberside; East Midlands; West Midlands; South West; Wales; and Scotland. However, they are more likely than the average taxpayer to be found in the following regions: East of England; South East; and London. The picture is particularly striking with regard to London: about an eighth of all taxpayers live in London, which compares with about a quarter of the top 1-0.1% of adults and about threeeighths of the top 0.1%. Our definition of working-age adults thus excludes early retirees. The data behind Figure 7 can be found in Appendix B. Figure 7 shows that high-income individuals are more likely to be directors of companies than the average taxpayer. Nearly a quarter of the richest 1-0.1% (422,000 adults) were company directors in 2004-05, compared with 3.4% of all taxpayers in Great Britain in 2004-05. This increases to over a third when we look at the top 0.1% (excluding 'composite records'; see Box 1).
High-income individuals are less likely to be pensioners than the average taxpayer in Great Britain in 2004-05. More than 22% of all taxpayers were classed as pensioners, whilst 13.2% of the top 10-1% of adults were classed as pensioners in 2004-05. However, this proportion then slightly increases as one looks further up the income distribution -14.5% of the top 1-0.1% and 15.8% of the top 0.1% were pensioners (again, excluding 'composite records'). Figure 7 also shows in which industries working-age adults (excluding early retirees) can be found. Compared with the average taxpayer in Great Britain in 2004-05, the top 10-1% and top 1-0.1% of all adults seem much more likely to work in 'real estate, renting and other business activities [inclusive of individuals practising law]', 'financial intermediation' and 'health and social work'. Just looking at working-age adults in the top 1-0.1%, over 60% work in these three industries, compared with just over 30% of all taxpayers. Although the fact that high-income individuals are more likely to work in real estate, law and finance should not be surprising, a higher likelihood of working in 'health and social work' might come as a surprise. However, it is not so surprising when one notes that the average net earnings of contracted GPs in 2004-05 were well above £100,000. 19
If one just looks at the top 0.1% of adults (excluding 'composite records'), a lower proportion can be found in 'health and social work' than for the other two high-income groups and for the average taxpayer. However, the proportion working in either 'real estate, renting and other business activities' or 'financial intermediation' continues to increase: over two-thirds of the richest 0.1% of working-age adults can be found in these two industries.
There are also industries in which individuals in the top 10-1% of all adults are slightly more likely to be found than the average taxpayer, but in which individuals in the top 1-0.1% or the top 0.1% are less likely to be found. These include 'education', 'manufacturing' and 'public administration and defence'. However, there are other industries in which individuals seem increasingly less likely to be found as one moves up the income distribution. These include 'wholesale and retail trade' and 'transport, storage and communications'.
As well as asking in what industry these 'high-income' individuals worked, we can ask what proportion of their total before-tax income they received from different sources. Figure 8 shows the average value of 'employment income', 'self-employment income', 'investment income' and 'pensions and other income' 20 as proportions of before-tax income for each of the four groups we have hitherto discussed. The main source of income for most individuals is earned income from employment -even for those on the highest incomes. For instance, Figure 8 shows that the average share of total income that comes from employment is 69% for the average taxpayer. It also shows that the top 10-1% of all adults receive a higher proportion of their income from employment than the average taxpayer, at around 76%. The richest two groups receive a lower share of their total income from employment than the average taxpayer and than the richest 10-1% of all adults. The richest 1-0.1% receive 61% of their income from employment and the richest 0.1%, 58%. From the graph, we can see that all three high-income groups in the richest 10% of all adults receive a greater share of their income from self-employment than all taxpayers, particularly the two groups that together make up the top 1%. However, the combined income from employment and self-employment declines only very slightly as income rises through the top 10%. In fact, the share of total income coming from either employment or self-employment declines from around 84% to 81% when comparing the top 10-1% with the top 0.1%.
Individuals can also receive income from investments, e.g. dividends or interest from savings accounts. As we can see from Figure 8 , the share of income that comes from investment increases the further up the distribution we go, with the top 0.1% receiving 17% of their income from investments, compared with 7% for the average taxpayer.
The last source of income we investigate is 'pensions and other income', which includes occupational pensions, taxable state benefits and other forms of income. The share of income from this source is much higher for the average taxpayer than for the three groups that together make up the richest 10%.
One might reasonably expect pensioners and working-age adults to receive their incomes from different sources -pensioners receiving much more through occupational and state pensions, and working-age adults receiving much more through employment earnings. We also know from Figure 7 that pensioners are less likely to be found at the top of the income distribution than all taxpayers, and that this is increasingly so for the higher-income groups. Therefore the changing relative importance of different sources of income we observed in Figure 8 may be driven by the changing balance of the group between pensioners and working-age adults. Figure 9 thus presents the same information as Figure 8 except that pensioners have been excluded.
First, we note that all groups receive a negligible proportion of their income from 'pensions and other income' when we look solely at working-age adults. This strongly suggests that the main component of 'pensions and other income' is state and occupational pension income.
We can also see that amongst working-age adults, the top 10-1% receive a lower share of their income from employment than all taxpayers. This contrasts with the higher share that was observed amongst the top 10-1% of all adults in Figure 8 , which is probably the result of relatively fewer pensioners amongst the top 10-1% than amongst all taxpayers. The other patterns we observed in Figure 8 can also be seen when we exclude pensioners, these being: a declining share of income from employment for the top 1-0.1% and top 0.1%; a rising share of income from self-employment for the high-income groups; only a small decline in the combined share from employment and self-employment for the high-income groups; and a rising share of income from investments for high-income groups. 
Summary
To summarise this section, there were about 4.2 million adults in Great Britain in 2004-05 with before-tax incomes between £35,000 and £100,000 in today's prices. There were a further 422,000 very rich adults with before-tax incomes between £100,000 and £350,000 in today's prices. There were also about 47,000 very, very rich individuals with incomes above £350,000 in today's prices, who had average incomes about 31 times the income received by the average taxpayer in Great Britain in 2004-05.
So what typifies these high-income individuals? Well, they are much more likely to be male and in their 40s than the average income tax payer in Great Britain. They are also more likely to live in London or the South East. If they are of working age, they are more likely to work in real estate, law and other business activities, finance, or health and social work. High-income individuals also receive more of their income from self-employment or investments than the average income tax payer. Although the top 1% receive less as employment earnings than the average income tax payer, this form of income still amounts to almost three-fifths of income even for the richest 0.1%.
Recent changes in incomes among 'high-income' individuals
This section looks at recent trends in the incomes of high-income individuals as recorded in the SPI. Because we wish to compare these trends with those in the HBAI data-set in the next section, we change from using a before-tax measure to a measure of after-income-tax income (i.e. total private income as recorded in the SPI less income tax paid).
The black bars in Figure 10 show the annualised growth in the real net incomes of each 1% of individuals within the richest 10% of individuals (each bar represents around 470,000 individuals). This graph presents similar information to the last 10 bars of Figure 2 . However, it is based on the SPI rather than the FES and FRS, does not include growth in 2005-06 and does not include dependent children. The dark bars in Figure 10 show a similar pattern to that shown in Figure 2 , with the real incomes of the top 1% growing at the fastest rate. adults could be quite a fluid and changing group of individuals from one year to the next.
The SPI allows us to ask whether the spike in real income growth continues further into the top 1%: just as the top 1% saw faster growth than the rest of the top 10% (and probably the rest of the population), did the top 0.1% experience faster growth than the rest of the top 1%? The grey bars in Figure 10 show the annualised growth in the real net incomes of each 0.1% of individuals (around 47,000) within the richest 1% of individuals (around 470,000). It clearly shows that the top 0.1% of individuals did indeed experience faster real income growth than the rest of the top 1% of individuals over this period (and, by implication, the rest of the top 10%, and probably the rest of the adult population as well).
Given the fluctuations in the economy over the period 1996-97 to 2004-05, it is unlikely that income growth across the income distribution would have been evenly spread across this period. For instance, we know that growth in average real incomes was much lower during Labour's second term than during its first, 21 but did this also apply to the rich? In order to answer this question, Figure 11 shows the same information as Figure 10 but broken down into Labour's two complete terms of office to date: the dashed lines correspond to Labour's first term of office and the solid lines correspond to Labour's second term of office. The black lines correspond to growth within the top 10% and the grey lines correspond to growth within the top 1%.
During Labour's first term of office, annualised average real income growth was highest amongst the top 1% and, within the top 1%, it was highest amongst the top 0.1%. In fact, the top 0.1% of adults experienced average real income growth in excess of 8% each year between 1996-97 and 2000-01, or a rise in real income of over a third (37%) in just four years.
But real income growth in Labour's second term of office (defined here as 2000-01 to 2004-05) is very different indeed. Real income growth was substantially lower for each 1% within the top 10% over Labour's second term than during Labour's first term. The grey lines show that this slowdown can also be observed for each 0.1% of adults within the top 1%. It is also noticeable that the slowdown is even more pronounced at the very top of the distribution: for example, the top 0.1% saw annualised average real income growth in excess of 8% over Labour's first term but close to zero over Labour's second term, whereas the 90 th percentile saw annualised average real income growth of 3.6% over Labour's first term but only 1.3% over Labour's second term.
Splitting the period into Labour's two complete terms of office may seem slightly arbitrary. In reality, it appears that 2002-03 was the turning point in terms of the real income growth of the top 10% and top 1% (2001-02 for the top 0.1%). This is demonstrated by Figure 12 , which shows the year-on-year real-terms growth in the 90 th , 99 th and 99.9 th percentiles, i.e. the after-incometax incomes required to be in the top 10%, top 1% and top 0.1% respectively. 22 Figure 12 also demonstrates that the relatively low growth in the real incomes of these high-income groups can largely be accounted for by negative real income growth between 2001-02 and 2003-04 for the top 10% and top 1% (between 2000-01 and 2002-03 for the top 0.1%). In the latest year of SPI data, real income growth in these parts of the distribution is actually much more similar to that seen in 2000-01 and before. It will be very interesting to see whether this pattern continues into 2005-06 and later years, and so whether 2002-03 and 2003-04 represented a brief interlude in the upward trend in the growth of high incomes. One clue might be provided by the correspondence of the periods of relatively high and low income growth with the relative performance of financial markets, as partially indicated by trends in the FTSE 100 Index shown in Figure 13 . For instance, the period of relatively fast income growth at the top of the income distribution from the late 1990s up to 2001 was also a period that saw substantial increases in the FTSE 100. Between 1996 and 2001, it increased from below 4000 to reach a peak of nearly 7000 points in late 1999 and it then maintained a level of above 6000 until 2001. Also, the period of relatively low or negative income growth corresponds to a period when this index fell, from around 6000 at the beginning of 2001 to a low of below 4000 during 2003. Since 2003, the FTSE 100 has been on the increase, as has income growth at the top of the income distribution.
Therefore, if the performance of financial markets is indeed the driving force behind income growth at the top of the income distribution, one might expect that high-income individuals will have seen relatively fast income growth in the years after 2004-05 up until recently, given the gains on the stock market over this period. might hope that they will give similar impressions of growth rates amongst high incomes.
The bars in Figure 14 are identical to those on the left-hand side of Figure 10 : the annualised average real income growth for each 1% of the richest 10% of adults between 1996-97 and 2004-05 using the SPI. The black line shows the equivalent growth in top incomes recorded in the HBAI series (this is the same as that shown by the last 10 bars in Figure 2 , except that 2005-06 is excluded to ensure comparability and also dependent children have been excluded). Despite the differences in definition, the growth rates in Figure 14 are remarkably similar, and both surveys show the same spike in the growth rate of the real incomes of the richest 1% of individuals. Observing such comparability does not completely allay the potential problems of non-comparability between the two surveys discussed up to now. However, it does give us a greater level of confidence in comparing trends observed in the SPI and HBAI data. Figure 15 shows the same information as Figure 14 but split into Labour's first and second terms of office (as before, defined as 1996-97 to 2000-01 and 2000-01 to 2004-05). Looking at the period 1996-97 to 2000-01, the growth rates for individual percentiles within the top 10% are noticeably higher in the SPI than in the HBAI series for all percentiles except the 99 th , for which the growth rate is higher in the HBAI series. However, this pattern is reversed for the period 2000-01 to 2004-05, when growth appears to be greater as measured in the HBAI series for all the percentiles bar the 99 th . Although the levels of growth appear to be quite different, the patterns of growth across the distribution are similar across the two surveys for both periods. Amongst the top 10%, the richest 1% experienced the highest real income growth over Labour's first term. Then during Labour's second term, there was a slowdown in income growth across the whole of the top 10%, with the slowdown being most pronounced at the very top of the income distribution.
To complete the picture, Figure 16 shows income growth across the whole income distribution split by Labour's first and second terms of office, as measured by the HBAI series. This is the same representation as used by Figure  2 , except that the black line represents annualised average real income growth over Labour's first term (1996-97 to 2000-01) and the grey bars represent that seen during Labour's second term (2000-01 to 2004-05) . 1996-97 to 2000-01 2000-01 to 2004-05 Notes: The change in income at the 1 st percentile is not shown on this graph. Incomes have been equivalised and measured before housing costs have been deducted. Percentile incomes are measured as the income of the person on the border of the two percentiles. Dependent children are excluded. Source: Authors' calculations using Family Resources Survey, various years. Figure 16 shows that below the 20 th percentile point, real income growth was faster over Labour's second term than during Labour's first term. However, beyond the 20 th percentile point, income growth was lower during Labour's second term than over its first term, with the slowdown becoming more accentuated as we move further up the distribution.
When one looks at the year-on-year growth in median incomes using the HBAI, the slowdown in real income growth seems to have begun in 2002-03. This is the same as we saw for the SPI. In fact, between 2001-02 and 2004-05, median incomes (as measured in the SPI) only increased by an annualised average of 1. 4%, compared with 2.8% between 1996-97 and 2001-02. To sum up what we have seen so far, whether one uses the SPI or the HBAI series to measure real income growth since 1996-97, the top 10% of the income distribution have experienced faster growth in net incomes than the rest of the population. The top 1% have experienced still faster growth, and the top 0.1% the fastest growth of all. However, this exceptional growth in income was mostly confined to the late 1990s up to 2001-02. Since then, there has been a slowdown in income growth almost right across the income distribution, with the slowdown being particularly pronounced at the top of the income distribution.
Changes in shares of income over a longer time period
In Table 1 , we showed the share of total before-tax personal income received by the top 10-1%, 1-0.1% and 0.1% of individuals. Tony Atkinson has shown how these shares have changed over a longer time frame, using both SPI and surtax data. 24 His research shows that over the post-war period up to 1979, the share of total personal income going to these three groups decreased. However, since then it has increased, so that the shares of total personal income are now at a comparable level to those last seen in the late 1940s. For instance, the share of total personal income going to the top 0.1% declined from 3.5% in 1949 to reach 1.3% in 1979; however, it then increased to reach 4. 6% by 2000. 25 This might lead one to conclude that income inequality is currently at its highest levels since the late 1940s. However, it is important to remember that even if inequality is unchanged since the late 1940s, mean incomes and incomes at all parts of the income distribution are likely to be much higher today than they were in the late 1940s. Even if we are more unequal now than we were in the 1940s, we are almost certainly better off in absolute terms.
Summary and conclusions
Complementing previous work using the HBAI data-set, this Briefing Note has used the Survey of Personal Incomes, constructed from income tax records, to provide more information on the characteristics of high-income individuals and the trends in their incomes over time.
During the 1980s, those on high incomes saw their incomes rise by more than those on middle incomes, who in turn saw their incomes grow by more than those on low incomes. It is thus not surprising that this was also a period of rising income inequality. However, since Labour came to power in 1997, the poor have fared slightly better, seeing faster income growth than they did under the period of Conservative government. Moreover, between the 15 th and 90 th percentile points (the main bulk of the income distribution), those on lower incomes saw faster income growth than those on higher incomes. So why has income inequality remained at historically high levels? The main reason is that those on high incomes (about the top 10%) have seen still faster income growth and the very poor (about the poorest 15%) have seen weak income growth.
In 2004-05, there were about 4.2 million adults in Great Britain with before-tax incomes between £35,000 and £100,000 in today's prices. There were a further 422,000 very rich adults with before-tax incomes between £100,000 and £350,000 in today's prices. There were also about 47,000 very, very rich individuals with incomes above £350,000 in today's prices -about 31 times the income received by the average taxpayer in Great Britain in 2004-05.
What typifies these high-income individuals? Well, they are much more likely to be male and in their 40s than the average income tax payer in Great Britain. They are also more likely to live in London or the South East. If they are of working age, they are more likely to work in real estate, law and other business activities, finance, or health and social work. High-income individuals also receive more of their income from self-employment or investments than the average income tax payer. Although the top 1% receive less as employment earnings than the average income tax payer, this form of income still amounts to almost three-fifths of income even for the richest 0.1%.
When looking at either the Survey of Personal Incomes or the Households Below Average Income data-set, we see that high-income individuals have seen relatively fast growth in their incomes after tax since 1996-97. However, this growth was not evenly spread. They experienced very strong growth indeed up to 2000-01, with the top 0.1% seeing their incomes grow by an average of over 8% each year, even after inflation. This was a much greater rate than that for the rest of the population. However, high-income individuals then experienced low or negative growth in the three years up to 2003-04almost certainly less than that for the rest of the adult population. These periods of relatively fast and then relatively slow income growth correspond quite neatly to periods of rising and then falling UK share prices respectively.
In 2004-05, the incomes of the rich seem to have recovered somewhat, with income growth of a similar magnitude to that seen in the late 1990s. Whether this indicates that 2004-05 represents a return to the pattern of the late 1990s is an interesting question. If the performance of financial markets is the driving force behind income growth at the top of the income distribution, then one might expect that high-income individuals will have seen relatively fast income growth in the years after 2004-05 up until quite recently.
Appendix A
In this appendix, we compare the trends we observed in the Households Below Average Income data-set and the Survey of Personal Incomes with those seen in other often-quoted sources of data on the 'very rich'. We will look at summary trends in chief executive pay and trends in wealth inequality.
Comparison with trends in executive compensation
A widely-used proxy for trends in income amongst high-income individuals is the remuneration of the executives of large UK firms, which has been the subject of much public debate. 26 However, it is important to remember that trends in the remuneration of executives of large UK firms should not necessarily match up with trends in the incomes of high-income individuals in the SPI. Executives of large UK firms are only a small group of individualsfewer than a thousand individuals -compared with the 47,000 adults that make up the top 0.1% of the income distribution. Moreover, executives receive their remuneration from a large number of different sources, including salaries, fees, bonuses, share options, long-term incentive plans and many more sources of incentive-based remuneration. The SPI might not be able to capture all of these sources of remuneration, particularly as some of them might not be subject to income tax or might only be subject to tax when capital gains from them are realised. The relatively complex nature of executive pay can also lead different indicators of executive pay over time to indicate different trends, as they might use different definitions of remuneration. 27 Gregg, Jewell and Tonks (2005) 28 document trends in the total remuneration of the executives of large UK firms between 1994-95 and 2001-02, making use of Datastream annual company accounts. 29 They show that the mean and median pay of all directors of these large UK firms increased by 4.7% and 4.3% in real terms, respectively, over this period. They also show that the largest increases appear to have occurred in 1999-2000 and 2000-01, with real increases in excess of 10% per annum. These are even larger than the annual real-terms increases of around 8% for the richest 0.1% shown in Figure 11 . However, the authors also show that the average pay of all directors of large UK firms fell in real terms in 2001-02 (in terms of both the mean and the median). Figure 12 showed that this also occurred in the SPI for the richest 0.1% of adults.
Conyon, Core and Guay (2005) 30 use the public accounts of large UK firms in order to compare executive compensation in the UK and the US. 31 They show that in 2003, CEOs of large UK firms received just under £1.1 million on average in cash compensation (2007-08 prices) . This would be enough to put any CEO with above-average cash compensation in 2003 into the richest 0.01% of adults (about 5,000 adults). Their results also imply that the annualised average real growth in the cash compensation for CEOs of large UK firms was about 5.5% between 1997 and 2000, and then increased to around 11.3% between 2000 and 2003, with no apparent drop-off in 2002 and 2003 . This contrasts with the slowdown shown in the SPI for high-income individuals and in Gregg, Jewell and Tonks (2005) . However, as already stated, these figures are not perfectly comparable to one another due to differences in the sample and different definitions of income or remuneration.
Comparison with trends in distribution of wealth
So far, we have looked at the distribution of income and how incomes have changed over time. However, the distribution of wealth might also be of interest. It is important here to be clear that wealth and income are quite different concepts. Wealth refers to the stock of assets held by an individual or household at a point in time, e.g. financial savings held in a bank account, pension rights that will be drawn upon in retirement, durable goods such as cars and houses, or even an individual's level of human capital. Income refers to the flow of funds received by an individual or household in a particular year, e.g. employment earnings, interest income from savings, profits from selfemployment, or state benefits. Having noted the difference between income on the one hand and wealth on the other, we now move on to look at the distribution of wealth.
Unfortunately, there is very little data available on individual or household wealth. The most reliable source of data is that collected by HMRC in order to determine how much inheritance tax and capital transfer tax is due from estates. However, such data are unlikely to be representative of the entire adult population, since individuals may possess levels of wealth when they die that are quite different from those at other points in their lifetime. 32 Moreover, such data do not capture some fairly important components of individuals' wealth, such as state and occupational pension rights and human capital.
Despite such concerns that the data do not capture all forms of wealth and may not be representative, it is still interesting to look at trends in wealth inequality as measured by such data. Therefore Figure 17 shows the proportion of personal, marketable wealth owned by the richest 10% of individuals (grey line) and the richest 1% of individuals (black line) between 1976 and 2003. 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 Share of total wealth (%)
Richest 1%
Richest 10% Source: HMRC, National Statistics: Personal Wealth, Table 13 .5, 'Distribution among the adult population of marketable personal wealth (Series C)' (http://www.hmrc.gov.uk/stats/personal_wealth/table13_5.pdf).
The graph shows that during the 1980s and early 1990s, the shares of total wealth owned by the top 1% and top 10% stayed roughly constant. This stands in contrast to the rising income inequality shown in Figure 1 for this period. Since the mid-1990s, the shares of wealth owned by the top 10% and top 1% have increased. However, it is important to remember the limitations in the coverage and representativeness of such data. These make it very difficult to use such data to draw any firm conclusions.
Appendix B
Tables 2-4 show the data that were used to construct Figures 5-7 . The grey shaded cells show instances where the proportion of high-income individuals falling into these categories is greater than the proportion of all taxpayers falling into the same category. 
